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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RI CHVOND, DECEMBER 8, 2000
APPLI CATI ON OF
VI RA NI A ELECTRI C AND POAER COVPANY CASE NO. PUE000585
To revise its fuel factor
pursuant to 8§ 56-249.6 of
the Code of Virginia

ORDER ESTABLI SHI NG 2001 FUEL FACTOR PROCEEDI NG

On Novenber 17, 2000, Virginia Electric and Power Conpany
(“Virginia Power” or “the Conpany”) filed with the Comm ssion an
application, testinony, and exhibits requesting an increase in
its fuel factor from1.339¢ per kWh to 1.613¢ per kWh effective
wi th usage on and after January 1, 2001.

There are two outstanding issues remaining fromVirginia
Power’ s nost recent fuel factor case that are presented in the
current proceeding in addition to the issues that normally
arise. In Case No. PUE990717, issues were raised pertaining to
the determ nation of the proper fuel expenses attributable to
the Chaparral (Virginia) Inc.

(“Chaparral ”) special contract,' and to the consideration of
of f-systemsales in light of the Conpany’s retail access

pilot program In the Final Order in that case, we

1 Application of Virginia Electric and Power Conpany, For approval of a
special rate contract pursuant to § 56-235.2 of the Code of Virginia, Case
No. PUE980333, 1999 S.C.C. Ann. Rept. 419 (January 26, 1999).
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directed Commi ssion Staff to continue to investigate nethods of
guantifying fuel costs associated with the Chaparral sales, and
to file a report on its findings and recommendations.? W
further required Conmm ssion Staff to propose a nethod for
identifying those off-systens sal es and associ ated margi ns t hat
result fromthe capacity freed-up by departure of retai
custoners who choose an alternative generation supplier, and to
file a report on its findings and reconmendations.® These two
i ssues and studies were to be considered in the Conpany’ s next
fuel factor case. This proceeding represents Virginia Power’s
next fuel factor case, and we will now consider these issues.
Pursuant to the Final Order in Case No. PUE990717, the
Conmi ssion Staff filed, on July 12, 2000, the Chaparral Speci al
Contract Fuel Factor I|npact Mnitoring Study ("Chaparral
Study"). The Chaparral Study reconmmends that the Conpany use a
back-cast, or after-the-fact, run of its sinulation nodel to
determ ne fuel expenses associated with serving the Chaparral
| oad. Because the back-cast nethod represents the cl osest
approximation to Virginia Power's reconstructed own-1|oad
di spatch, the Staff incorporated
this method into a six-conponent proposal for calculating fue

costs attributable to Chaparral.* On or about Septenber 11,

2 Application of Virginia Electric and Power Conpany, To revise its fuel
factor pursuant to Virginia Code 8§ 56-249.6, Case No. PUE990717, Doc. Cont.
g:tr. No. 000340515, Final Order (March 28, 2000).

I d.
4 A fixed ampunt of load is determ ned for each hour based on Chaparral's
expect ed average hourly consunption during each nonth of the study period.
The back-cast nethod then is used to produce an estimte of the total average
hourly increnental cost to serve Chaparral for the nonth. Next, estinmated
non-fuel conponents are renoved to deternine the average hourly fuel cost




2000, Virginia Power filed comments on the Chaparral Study
recommendi ng the use of a forecast, rather than a back-cast,
met hodol ogy. > On Septenber 11, 2000, Chaparral filed a Notice of
Protest and Protest.®

On August 29, 2000, also in response to the Final Order in
Case No. PUE990717, the Commi ssion Staff filed a report on Fue
Accounting for Sales Displaced in Retail Access Pil ot
("D splaced Pilot Sales Report”). This report proposed a
cal cul ation nethod to separate margins from of f-system sal es
resulting fromcapacity freed-up by displaced pilot sales, from
the margins realized from ot her Conpany off-system sal es
activities, in order to allow accurate shared margin crediting
to the fuel factor in accordance with the Conpany’s Definitional
Framewor k of Fuel Expenses. The Displaced Pilot Sales Report
recommended the use of a pro-rata nmethod to segregate off-system

sales attributable to displaced pilot sales fromthose off-

associ ated with Chaparral. This fuel-only average cost is then nmultiplied by
Chaparral's hourly load to yield total fuel cost associated with serving
Chaparr al

5 Virginia Power argued that: (1) under the Chaparral special contract, a
maj or conponent of the price that Chaparral pays is deternm ned by a day-ahead
forecast of the Virginia Power system | anbda and specifically excludes any
after-the-fact verification or true-up; (2) use of the back-cast nethod woul d
deprive it of sonme of the benefit of the bargain struck with Chaparral; and
(3) the back-cast nethod is an estimate that incorporates "new costs" not
included in the forecast, specifically, start-up, shut-down, and no-I oad
carrying costs as defined by the Conpany; the inclusion of these "new costs”
causes the back-cast nmethod generally to result in a higher estimte of

i ncrenmental costs than the forecast nethod.

6 Chaparral argued that: (1) the Staff did not have appropriate data; (2) the
Staff considered Chaparral as an off-system whol esal e cust oner, when
Chaparral actually is a native |load custoner; and (3) the back-cast nethod is
contrary to the special contract.



system sal es that would be nade in the absence of Virginia
Power's retail access pilot program’

On Cctober 10, 2000, Virginia Power filed coments agreeing
with Staff’s analysis with one exception. This exception
guestioned the Staff’s assertion that the determ nati on of
hourly sal es vol unes shoul d be cal cul ated using the sumof the
schedul ed hourly loads for all CSPs, rather than the sum of the
forecasted hourly load for all CSPs produced on a day-ahead
basi s.

Pursuant to our Final Order in Case No. PUE990717, further
action by the Conmm ssion on the Chaparral Study and the
Di spl aced Pilot Sales Report was to be withheld until Virginia
Power’ s next fuel factor case. The determ nation of the proper
fuel expenses attributable to the Chaparral special contract and
t he consideration of off-systemsales associated with the
Conpany’s retail access pilot programnow will be addressed in
t he current proceeding.

| T I S THEREFORE ORDERED THAT:

(1) This matter is docketed and assigned Case No.
PUEOO0585.

(2) The proposed fuel factor of 1.613¢ per kWh shall be
effective, on an interimbasis, for usage on and after January

1, 2001.

"The starting point for this method is the day-ahead forecast of hourly M
volunme of load estimted to be served by conpetitive service providers
("CSPs") in the pilot program The nmethod effectively reduces the recorded
vol une of each off-systemsale occurring in a particular hour by a factor
equal to the displaced pilot sales in that hour divided by the total MM
vol une of all off-system sales recorded during each hour. Displaced pilot
sal es margi ns are assigned that hour's average profitability.



(3) A hearing is hereby scheduled for 10:00 a.m on March
1, 2001, in the Comm ssion’s Second Fl oor Courtroomfor the
pur pose of receiving evidence related to the establishment of
Virginia Power’s fuel factor to be effective on and after
January 1, 2001, pursuant to 8 56-249.6 of the Code of Virginia.

(4) Any nenber of the public may obtain a free copy of
Virginia Power’s application, and prefiled testinony, and
exhi bits by contacting counsel for Virginia Power, Karen L
Bell, Esquire, Legal Services, Virginia Electric and Power
Conmpany, One Janes River Plaza, P.O Box 26666, R chnond,
Virginia 23261-6666. The application, prefiled testinony
exhi bits, and other papers filed in this docket also may be
reviewed at the Conm ssion’s Docunent Control Center, First
Fl oor, Tyler Building, 1300 East Main Street, Ri chnond,

Vi rginia.

(5) On or before Decenber 18, 2000, Virginia Power shal
cause a copy of the follow ng notice to be published as display
advertising (not classified advertising) on one occasion in
newspapers of general circulation throughout its service

territory:

NOTlI CE TO THE PUBLI C OF THE 2001
FUEL FACTOR PROCEEDI NG FOR
VIRG NI A ELECTRI C AND PONER COMPANY
CASE NO. PUEO000585

On Novenber 17, 2000, Virginia Electric
and Power Conpany (“Virginia Power” or “the
Conmpany”) filed with the State Corporation
Comm ssion for an increase in its fue
factor from1.339¢ per kW to 1.613¢ per kW



effective with usage on and after January 1,
2001.

In addition to exam ning the
reasonabl eness of the Conpany's current
proposed fuel factor increase, there are two
out st andi ng i ssues remaining fromVirginia
Power’ s nost recent fuel factor case to be
considered here. 1In Case No. PUE990717,
i ssues were raised pertaining to the
determ nati on of the proper fuel expenses
attributable to the Chaparral (Virginia)
Inc. (“Chaparral”) special contract, and to
t he consideration of off-systemsales in
light of the Conmpany’s retail access pil ot
program In the Final Order in that case,
we directed Comm ssion Staff to continue to
i nvestigate nethods of quantifying fuel
costs associated with the Chaparral sal es
and to file a report on its findings and
recomrendati ons. W further required
Commi ssion Staff to propose a nethod for
identifying those off-systens sal es that
result fromthe departure of retai
custoners who choose an alternative
generation supplier and the margins
associated with such sales, and to file a
report on its findings and reconmendati ons.
The Conmmi ssion Staff filed studies as
directed. These two issues will be
addressed in this case. Any interested
persons may file coments or testinony, as
descri bed bel ow, on the proposed fuel factor
as well as on the Chaparral Study and the
Di spl aced Pil ot Sal es Report avail able for
public review

Pursuant to 8§ 56-249.6 of the Code of
Virginia, the Comm ssion has schedul ed a
public hearing to coommence at 10:00 a.m on
March 1, 2001, in the Conm ssion’s Second
Fl oor Courtroom Tyler Building, 1300 East
Main Street, Richnond, Virginia, for the
pur pose of receiving evidence related to the
establishment of Virginia Power’s fuel
factor. However, the Comm ssion has
aut hori zed Virginia Power to collect, on an



interimbasis, a fuel factor of 1.613¢ per
kWwh effective for usage on and after January
1, 2001.

Any nmenber of the public may obtain a
free copy of Virginia Power’s application
and prefiled testinmony and exhi bits by
contacting counsel for Virginia Power, Karen
L. Bell, Esquire, Legal Services, Virginia
El ectric and Power Conpany, One Janes River
Pl aza, P.QO Box 26666, Ri chnond, Virginia
23261-6666. The application, prefiled
testi nony, exhibits, and other papers filed
in this docket also nay be reviewed at the
Conmi ssion’s Docunment Control Center, First
Fl oor, Tyler Building, 1300 East Min
Street, Richnond, Virginia.

On or before January 19, 2001, persons
desiring to participate as Protestants, as
defined in Rule 4:6 of the Comm ssion Rul es
of Practice and Procedure, 5 VAC 5-10-180,
to present evidence and cross-exam ne
W tnesses, shall file with the Cerk of the
Conmi ssion an original and fifteen (15)
copies of a Notice of Protest, a Protest,
and the prepared testinony and exhibits the
Protestant intends to present at the
hearing. Protestants shall serve two (2)
copi es of each of these docunents upon the
Commi ssion Staff and upon Virgini a Power.
Servi ce upon the Conpany shall be directed
to counsel for Virginia Power, Karen L.
Bell, at the address set forth above. Two
copi es of each of these docunents al so shal
be served on all other Protestants on or
bef ore January 26, 2001

Any person desiring to nake a statenent
at the hearing need only appear in the
Conmi ssion’s courtroomat 9:45 a.m on the
date of the hearing and identify hinself or
herself to the bailiff as a public w tness.

All witten conmunications to the
Comm ssion regarding this proceedi ng shal
identify Case No. PUEO00585 and shall be



directed to Joel H Peck, Cerk, State
Cor porati on Comm ssi on, Docunent Contr ol
Center, P.O Box 2118, Richnond, Virginia
23218.

VIRG NI A ELECTRI C AND PONER COVPANY

(5) On or before Decenber 18, 2000, Virginia Power shal
serve a copy of this Order on the County Attorney and Chairman
of the Board of Supervisors of each county (or equival ent
officials in counties having alternate fornms of governnment) in
whi ch the Conpany offers service, and on the Mayor or Manager
and the Attorney of every city and town (or an equival ent
official in cities and towns having alternate forns of
governnent) in which the Conpany offers service. Service shal
be made by either personal delivery or by first-class mail to
the customary place of business or the residence of the persons
served.

(6) On or before January 19, 2001, persons desiring to
participate as Protestants, as defined in Rule 4:6 of the
Conmi ssion Rules of Practice and Procedure, 5 VAC 5-10-180, to
present evidence and cross-exanm ne w tnesses, shall file with
the Cerk of the Conm ssion an original and fifteen (15) copies
of a Notice of Protest, a Protest, and the prepared testinony
and exhibits the Protestant intends to present at the hearing,
including any testinony and exhibits relating to the Chaparra
Study and the Displaced Pilot Sales Report. Protestants shal
serve two (2) copies of each of these docunments upon the
Comm ssion Staff and upon Virginia Power. Service upon the

Conmpany shall be directed to counsel for Virginia Power, Karen



L. Bell, at the address set forth above. Two copies of each of
t hese docunents al so shall be served on all other Protestants on
or before January 26, 2001.

(7) On or before February 14, 2001, the Conm ssion Staff
shal | investigate the reasonabl eness of Virginia Power’s
estimted costs and proposed fuel factor and file testinony with
the Cerk of the Comm ssion. The Staff shall send a copy of its
testinmony to the Conpany and each Protestant.

(8 On or before February 21, 2001, Virginia Power shal
file an original and fifteen (15) copies of all testinony it
expects to introduce in rebuttal to all direct prefiled
testi nmony and exhibits, which may include testinony and exhibits
rel evant to the Chaparral Study and the Di splaced Pilot Sales
Report. Such rebuttal testinony shall be filed with the Cerk
of the Commi ssion, with copies to the Staff and each Protestant.
Addi tional rebuttal evidence may be presented wi thout prefiling,
provided it is in response to evidence that was not prefiled but
elicited at the tinme of the hearing and | eave to present said
evi dence is granted by the Conm ssion.

(9) Discovery shall be in accordance with the Comm ssion’s
Rul es of Practice and Procedure, except that the Conpany and
Protestant(s) shall respond to witten interrogatories or data
requests within five (5) cal endar days of service. Protestants
shal | provide the Conpany, other Protestants, and the Staff wth
any work papers or docunents used in preparation of their filed

testi mony pronptly upon request.



(10) The Chaparral Study and the Di splaced Pilot Sales
Report, and coments related thereto in Case No. PUE990717, are
hereby nmade a part of the record in this case.

(11) On or before the commencenent of the hearing schedul ed
herein, Virginia Power shall provide proof of service and notice

as required in this Oder.
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